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CHAPTER 1
| NTRODUCTI ON  AND SUMVARY OF EARNI NGS5

1.1 California American Water Conpany (Cal - Anm
serves approximately 20,500 (primarily residential)
custoners in its Village District. The nain Village Service
Area includes custoners |ocated in the communities of
Newbury Park and the Gty of Thousand Oaks. Cal-Am al so
serves custoners in the unincorporated area of Ventura
County known as Las Posas Estates which is one of two snall
separate satellite systens. The other satellite system
Conejo Caks, is located in the Cty of Thousand Caks, east
of the main system

1.2 The |l ast increase in rates granted Cal - Am was
aut hori zed by Deci sion 95-12-041.

1.3 Cal-Am filed Application 04-03-024 on March 18,
2004, requesting authorization to decrease in revenues over
present rates by $1, 254,000 or 6.36%in Test Year 2005,
decrease in revenues by $24,900 or 0.13%in Test Year 2006
and increase in revenue by $4,700 or 0.03%in Attrition Year
2007. Cal-Amrequested a return on equity of 10.50% for
each year, which results in a return on ratebase of 7.85%
8.07% and 8.24% fromyear 2005 to 2007, after considering
its cost of debt.

1.4 This report incorporates the figures of
wei ghted | ong-term debt and rate of return froma separate
ORA report entitled "Water Branch's Report on the Cost of
Capital of California American Water Conpany," dated July
2004.

1.5 Cal -Ami's Report on the Results of Operations
dated March 2004, contains a description of its corporate



hi story and present operations. For ORA s purpose, the
materials contained in that report will not be duplicated.

1.6 Tables A-1 and A-2 set forth ORA's and Cal - A s
estimates for the Summary of Earnings at present, proposed,
and recommended rates for Test Years 2005 and 2006. The
tabl es al so show the differences in dollars and percent. 1In
conpliance wth D.89-11-058, the present revenue for the
second test year has been cal cul ated by using flowthrough
treatnent based on the utility s proposed rates for the
first test year. All Tables are located at the end of this
report.

ORA' s Recommendati on

1.7 Upon investigation, ORA recommends a decrease
in revenue of $2,024,800 or 10.27%in Test Year 2005, an
increase in revenue of $17,000 or 0.09%in Test Year 2006,
and a decrease in revenue of $171,500 or 0.96%in Attrition
Year 2007. This translates into a net overall decrease of
10.5% ORA recomends that the tariff be adjusted only once
in 2005 to reflect this change.

1.8 Conpared to Cal -Am s application, ORA's
recommendation for increases are based on its:

. Lower estimates of QOperation, Mintenance,
and Adm ni stration expenses (Chapters 4),

. Lower estimates of additions to Plant
(Chapter 5),
. Lower Rat ebase (Chapter 7), and
. Lower Cost of Capital (Separate Report).
1.9 I n addi tion, ORA recommends that the Conmm ssion

adopt a 15% di scount for qualifying | owincome custoners.



CHAPTER 2
CUSTOVERS AND CONSUMPTI ON

2.1 ORA and Cal -Am agree in their estimates for
Test Years 2005 and 2006 of Average Consunption per Custoner
and the estinmates of the Average Services.

Consunpti on

2.2 For Test Year 2005 and 2006, Cal - Am esti mated
an average consunption of water per year for each
Resi dential customer of 254.8 hundred cubic feet (Ccf) in
Village District. ORA believes these estimates are
reasonable. They represent the results of a regression
anal ysis using 30 years of weather data and 10 years of
recorded consunption. This is the standard nethod that the
Commi ssion approved in D.04-06-018, its rate case plan for
Class A water utilities.

2.3 For the other classes of service, Commercial,
Public Authority, and Industrial, Cal-Amalso based its
estimate on five years of recorded consunption. ORA
bel i eves these results are reasonable as well.

Unaccount ed \Wat er

2.4 For unaccounted water, Cal-Amrequests 4.78%
based on recorded figures of previous five years. ORA finds
that to be reasonabl e because it reflects actual experience.

Cust oner s

2.5 Cal - Am esti mates an annual increase in service
connections by applying the average growmh in connections to
aver age nunber of custoners for each year. The estimted
grom h i s based on averages from 1999 t hrough 2003. ORA
bel i eves that these estimates, which are based on actual
i ncreases, are reasonabl e.



CHAPTER 3
OPERATI NG REVENUES

3.1 This chapter provides ORA's anal ysis and
recommendat i ons of operating revenues for test years 2005
and 2006.

3.2 For Test Years 2005 and 2006, ORA and Cal - Am
concur in their forecasts of revenue because they concur in
their estinmates of consunption and grow h of custoners, as
described in Chapter 2, Customers and Consunption

3.3 ORA includes an estinmate of $1,200 per year in
addi tional O her Revenue due to ORA concurring in Cal-Ans
request to increase the charge for reconnecting service as
described in Chapter 11.

3.4 In conpliance with D.89-11-058, the present
revenue for the second Test Year 2006 has been cal cul at ed
based on the proposed rates for the first Test Year 2005.



CHAPTER 4
EXPENSES

4.1 Thi s chapter provides ORA's anal yses and
recommendati on of Cal-Am s request of allowances for
expenses. ORA has reviewed Cal -Am s application, analyzed
t he acconpanyi ng work papers, perfornmed a field trip, and
considered Cal-Ani s responses to data requests to devel op
ORA' s i ndependent esti nates.

4.2 The escal ation factors used by ORA are those
recommended by the Energy Rate Design and Econom ¢ Branch,
dated April 2004 as shown in Attachnment A; whereas, Cal-Am
used data for Decenber 2003.

4.3 ORA and Cal - Am used the sane five years of
adj usted data escalated to the Test Years for estimating
nost of the expenses for the Test Years.

4.4 As part of its analysis, ORA conpared the
expenses in Cal-Am s application and workpapers to the
expenses contained in the 1999-2003 annual reports Cal - Am
filed with the Commi ssion. In many cases, the expenses in
the Cal-Am s application failed to match the expense figures
in the annual report. 1In response to ORA's request, Cal-Am
attenpted to provide ORA with a reconciliation of these
nunbers. However, the reconciliation is deficient. As
denonstrated bel ow, in sone cases Cal-Amstated that a
figure in an expense account in the application differed
fromthe annual report because the expenses in the
application included expenses that were noved from anot her
account. However, when the account in the annual report
fromwhi ch Cal -Am stated the expenses were transferred, ORA
found that the account showed a zero bal ance. For the
accounts that Cal-Am has not been able to reconcile, ORA has



used the nunmbers in the annual report because the annual

report is the official controlling docunent.

4.5
application and ORA' s recomendati on for total
2005 and 2006 are summari zed and shown in the table bel ow

Cal -AmM s request for total expense inits

expense in

2005 2006

Expenses Cal Am ORA Cal Am ORA
Payroll $ 789,263 | $ 808,092 808,994 | $ 828,659
Operation 10,605,211 10,571,327 10,691,062 10,655,886
Maintenance 190,399 158,791 195,844 147,554
Adminstration & General 978,704 970,020 991,511 981,579
Subtotal 11,774,314 11,700,138 11,878,417 11,785,019
General Office Allocation 1,799,894 1,799,894 1,856,570 1,856,570
RWE Expense Savings (41,522) (41,522) (102,348) (102,348)
Total Requested Expenses 14,321,948 14,266,602 14,441,633 14,367,900
Payr ol |

4.6 Cal - Am request ed $789, 263 for payroll expense

in 2005 and $808, 994 in 2006.

sever al

Uility Workers Union of Anerica AFL-CI O Local

The request failed to include
wage differentials agreed to between Cal - Am and t he
508A. Cal - Am

has now add the wage differentials to the appropriate hourly

rates for enployees who attain form
Services certificates,

Class A Driver
payr ol |

| i censes.

These additions increase the
expenses to $808,092 in 2005 and $828, 659 i n 2006,

Department of Health
Forklift Operator certificates,

and

as shown in the Summary Expense Tabl e in Paragraph 4.5.

Oper ati on Expenses

4.7

Supply M scel | aneous,

M scel | aneous,
M scel | aneous,

Pur chase Water
Pur chase Power,

Storage Facilities,

Wat er Treat nent
Transm ssi on and

Punmpi ng Expense

Oper ati on Expenses section includes Source of




Di stribution-Mters,

| nst al |
M scel |

Uncol | ecti bl es.

ation,
aneous,

and 2006 are shown in the table bel ow

Custoner Accounts M scel | aneous,
Cal -Am and ORA estimates for Test Years 2005

and

Transm ssion and Di stri buti on- Cust oner
Cust oner Account s- Records and Col |l ecti on and

2005 2006
Acct No. Expenses Cal Am ORA Cal Am ORA
703|Source of Supply $ 33,609 | $ 11,862 | $ 34570 | $ 12,118
704|Purchase Water 10,245,811 10,245,811 10,326,639 10,326,639
725|Pumping Expense 159 95 164 97
726|Purchase Power 235,837 235,837 237,669 237,669
743|Water Treatment 13,025 11,649 13,398 11,900
752|Storage Facilities 16,078 12,364 16,538 12,631
754|T & D-Meters 1,582 1,582 1,627 1,627
755|T & D-Cust. Install 12,756 9,383 13,121 9,589
756]T & D-Misc. 21,326 21,326 21,936 21,936
773|Cust. Acct-Record 4,125 4,125 4,243 4,243
774|Cust. Acct-Misc. 4,712 1,103 4,847 1,127
775|Uncollectibles 16,191 16,191 16,309 16,309
Total -Operation Exp 10,605,211 10,571,327 10,691,061 10,655,886

4.8 ORA based its analysis on the expense nunbers

reported in Cal -Am Annual Reports filed for 1999 through

2003.
4.9 ORA made adjustnents to Cal - Amrecorded nunbers

shown in its work papers for certain Account Nunmbers. The

adj ustments to each recorded Account Nunbers are detailed in

t he paragraphs bel ow

Account Nunber 703: Source of Supply-M scell aneous

4.

Am recorded expenses for this account

10

The purpose of the table belowis to show Cal -
in its workpaper and

howit differs with the recorded nunbers as filed in Cal -Am

Annual

Report.

Cal -Am stated that the nunber

its

application and wor kpapers for account 703 differed fromits

annual

anmounts transferred from account 743.

report because its application nunber included

However,

Cal - Anl s




annual report shows that there were no costs in accounts 743
or 703.

Recorded Years

Source | Acct No. Description 1999 2000 2001 2002 2003
Workpaper| 703 |Purchase Power | $ - $ - $ - $20276|$% -
Less: Error (20,276)
Mat. & Supply - - - - 433
Misc. Exp. 622 9 345 79 387
Telemetering - - - 29,785 | 24,664
Add:

Telemetering
Costs from Acct.

743 33,267 | 32,984 | 30,913 - -
Subtotal 33,889 | 32,993 | 31,258 29,864 | 25,484
Annual Rep 703|Source of Supply - - - 50,140 | 26,258
743|Water Treatment - - - 26,908 [ 12,016

4.11 ORA di sal | owed sonme nunbers for M scel | aneous
Expense (M sc. Exp) and Add: Tel enetering Cost from Acct.
743.

4.12 ORA di sal |l oned the M scel | aneous Expense nunber
in 1999, 2000, and 2001 for the followi ng two reasons:

* The Annual Report reported no expenses for Account 703
in those years as shown in the table above.

e Cal-Amfailed to show a conplete accounting trail in
using the nunbers as recorded in its application and
wor k paper.

4.13 ORA disall owed the Tel enetering Cost Expense
nunber in 1999, 2000, and 2001 for the follow ng three
reasons:

« The Annual Report reported no expenses for Accounts 703
and 743 in those years as shown in the tabl e above.

e There is no recorded expense in Account 743 to be
adj usted to Account 7083.

e Cal-Amfailed to show a conplete accounting trail in



using the nunbers as recorded in its application and

wor k paper.

4.14 ORA recomrend expenses for Account Nunber 703
ar e:
Recorded Years
Source Acct No. Description 1999 2000 2001 2002 2003
Workpaper 703|Purchase Power $ - $ - $ - $ - $ -
Less: Error
Mat. & Supply - - 433
Misc. Exp. - 79 387
Telemetering - 29,785 24,664
Add: Telemetering Costs
from Acct. 743 - - -
Subtotal - 29,864 25,484
Annual Report 703|Source of Supply - 50,140 26,258
743|Water Treatment - 26,908 12,016

Account Nunber

704: Purchase Water

4.15

ORA considers Cal-Amestinmate for

Pur chase Water

expenses in 2005 and 2006 reasonable after review ng the

dat a avail abl e.

Account Nunber 725: Punpi ng- M scel | aneous

4.16

Am recorded expenses for this account
how it differs with the reported nunbers as filed in Cal - Am

The purpose of the table belowis to show Cal -

inits work paper and

Annual Report as foll ows:
Recorded Years
Source Acct No. Description 1999 2000 2001 | 2002 | 2003

Workpapers 725|Operating-Misc $ 178|$ 24|$ 80 565]|$(129)
Operating-Mat'l & Supply] 240 (240) - - -
PY Accrual Adjustment - - - (414) 414
Subtotal 418 (216) 80 151 285

Annual Report 725|Pumping-Misc. - - - 564 813

4.17

ORA di sal | oned t he Punpi ng- Operati ng

M scel | aneous Expense and Punpi ng-Operating Materials and




Suppl i es Expense nunbers in 1999, 2000, and 2001 for the
foll owi ng two reasons:

* The Annual Report reported no expenses for Account 725
in those years as shown in the table above.
e Cal-Amfailed to show a conplete accounting trail in

using the nunbers as recorded in its application and
wor k paper.

4.18 RA recomrend expense for Account Nunber 725
ar e:
Recorded Years

Description 1999 2000 2001 2002 2003
Operating-Misc $ - $ - $ - $ 565[3% (129)
Operating-Mat'l & Supply - - - - -
PY Accrual Adjustment - - - (414) 414
Subtotal - - - 151 285
Pumping-Misc. - - - 564 813

Account Nunber 726: Purchase Power

4.19 ORA considers Cal -Am estimate for Purchase Power
expenses in 2005 and 2006 reasonable after review ng the
data avail abl e.

Account Nunber 743: Water Treatnent

4. 20 The purpose of the table belowis to show Cal - Am
recorded expenses for this account in its work paper and how
it differs with the reported nunbers as filed in Cal - Am
Annual Report as foll ows:

- 10 -



Acct Recorded Years
Source | No. Description 1999 2000 2001 2002 2003
W ork 743|Misc. Operating $ 6,751 |$ 4,743 [$ 9,798 [ % 310 -
Less:Move Security Cost
Papers to Acct 799 - - 5,840 - -
Dept. Health Services - - - 19,579 10,161
Adj. DHS - - 7,421 (7,421) -
Electricity Pumping 33,267 32,984 30,913 - -
Less: Move Telemetering
Costto Acct 703 (33,267) (32,984) (30,913) - -
Overnight Shipping - - - 209 -
Chemicals - - - 233 229
Security Services - - - 6,810 1,855
Less: Move Security
Costs to Acct 799 - - - (6,810) -
Subtotal 6,751 4,743 23,059 12,910 12,245
Annual 743|W ater Treatment - - - 26,908 12,016
Report 799|General Expenses Misc. 155,301 143,029 110,496 174,700 149,082
4. 21 ORA di sal |l owed the Wat er Treat nent

M scel | aneous Operati ng Expense nunbers in 1999, 2000, and

2001 for the follow ng three reasons:
» The Annual
in those years as shown in the table above.

Report reported no expenses for Account 743

» There are no expenses reported in Account 743 to be

noved i nto anot her account.

e Cal-Amfailed to show a conplete accounting trail in
using the nunbers as recorded in its application and
wor k paper.

4.21 ORA used the recorded nunmber in 2003 for the

| at est Department of Health Services expense and escal at ed

it to 2005 and 2006. ORA consi der

expense for estimating is better than using a five years

using the |latest recorded

inflated average as it reflects the nost current cost
avai | abl e.

4.22 ORA used the recorded nunber in 2002 for Water
Tr eat ment - Over ni ght Shi ppi ng expense and escalated it to




2005 and 2006. This is the only recorded nunber for the
years 1999 through 2003. ORA consider using the | atest
recorded nunber to estimate this expense better than using a
five years inflated average as it reflects the nost current
cost avail abl e.

4.23 ORA used the recorded nunmber in 2003 for the
| atest Water Treatnent-Chem cals expense and escalated it to
2005 and 2006. ORA consider using the | atest

in estimating the expense better than using a five years

recorded nunber

inflated average as it reflects the nbst current cost

avai | abl e.
4. 24 ORA anal ysis of Account Nunmber 743 is shown as
foll ows:
Acct Recorded Years
Source No. Description 1999 2000 2001 2002 2003
W ork 743 |Misc. Operating $ 6,751 1% 4,743 |$ 9,798 1 % 310 -
Less:Move Security Cost
Papers to Acct 799 - - 5,840 - -
Dept. Health Services - - - 19,579 10,161
Adj. DHS - - 7,421 (7,421) -
Electricity Pumping 33,267 32,984 30,913 - -
Less: Move Telemetering
Costto Acct 703 (33,267) (32,984) (30,913) - -
Overnight Shipping - - - 209 -
Chemicals - - - 233 229
Security Services - - - 6,810 1,855
Less: Move Security
Costs to Acct 799 - - - (6,810) -
Subtotal 6,751 4.743 23,059 12,910 12,245
Annual 743 |Water Treatment - - - 26,908 12,016
Report 799|General Expenses Misc. 155,301 143,029 110,496 174,700 149,082

Account Nunber 752: Transm ssion and Distribution-Storage (T&D)

4.25 The purpose of the table belowis to show Cal - Am

recorded expenses for this account in its work paper and how

it differs with the recorded nunbers as filed in Cal - Am




Annual Report as foll ows:

Recorded Years

Source Acct No. Description 1999 2000 2001 2002 2003
Workpapers 752|Operating-Misc $ - $ - $ 13,728 1% 41291 $ -
Misc. Plant Operating 16,416 16,698 - - -

Groundskeeping - - - 5,320 15,873
M & S Maint. Pump - - - 1,330 -

Subtotal 16,416 16,698 13,728 10,779 15,873

Annual Report 752|T & D Storage 18,177 28,317 21,541 6,093 2,401

4. 26

4.27
as foll ows:

ORA al l owed the $6,093 for 2002 and $2, 401 for
2003. These are the recorded nunbers
Cal - Am showed $10, 779 for 2002 and $15,873 for 2003 in its
appl i cation.

in the Annua

Reports.

ORA anal ysi s of Account Nunber 752 is shown

Recorded Years

Source Acct No. Description 1999 2000 2001 2002 2003
Workpapers 752|Operating-Misc $ - $ - $ 137281$ 773[3 -
Misc. Plant Operating 16,416 16,698 - - -

Groundskeeping - - - 5,320 2,401
M & S Maint. Pump - - - - -

Subtotal 16,416 16,698 13,728 6,093 2,401

Annual Report 752|T & D Storage 18,177 28,317 21,541 6,093 2,401

Account Nunber

754: Transm ssion and

Di stri buti on-Meter

4.28

ORA considers Cal-Amestimte for Transn ssion

and Distribution-Renove and Reset Meter expenses in 2005 and

2006 reasonabl e after review ng the data avail abl e.

Account Nunber

755: Transm ssion and Distri buti on-Custoner

4.29

CRA

consider Cal-Amrevised estinate expenses

for Transm ssion and Di stri buti on-Custoner

be reasonabl e after

ORA received its revised estimate through Cal-Anis data

13 -

Installation to
Cal - Am
requested $12,756 in 2005 and $13, 121 in 2006. Cal - Am now
revises its estimate to $9, 383 in 2005 and $9, 589 in 2006.

review ng the data avail abl e.




response.

Account Nunber

756: Transm ssion and Distri bution-

M scel | aneous

4.30 ORA considers Cal-Amestimate for Transm SSion

and Distri bution-M scel | aneous

after review ng the data avail abl e.

Account Nunber

in 2005 and 2006 reasonabl e

773: Custoner Accounts-Records & Collection

4.31 ORA consi der
Account s- Records and Col |l ecti on

Cal -Am estimate for
in 2005 and 2006 reasonabl e

after review ng the data avail abl e.

Account Nunber

Cust omer

774: Custoner Accounts-M scel | aneous

4.32 The purpose of the table belowis to show Cal - Am

recorded expenses for this account
it differs with the reported nunbers as filed in Cal - Am

inits work paper and how

Annual Report as foll ows:
Recorded Years
Source Acct No. Description 1999 2000 2001 2002 2003
Workpapers 774|Operating-Misc $ 10,010 9431 $ 5,092 1% 12,660 | $ 3,258
Less: Move Toilet
Rebates to Acct 799 - - - (2,473)
Less: Move AT&T Frame
Relay to Acct 799 - (9,131)
Office & Adm Supplies - 760 -
Overnight Shipping - - - - 30
Subtotal 10,010 943 5,092 4,289 815
Annual Report 774|Customer-Misc. - - - 13,420 3,061
799|General Expense-Misc 155,301 143,029 110,496 174,700 149,082

4. 33 ORA disallowed the Custoner Accounting

M scel | aneous expense nunbers in 1999, 2000, and 2001 for

the foll ow ng two reasons:

e The Annual

Report

t hose years as shown in the table above.

14 -

reported no expenses for Account 774 in



e Cal-Amfailed to show a conpl ete accounting trai

i n using

the nunbers as recorded in its application and work paper.

4. 34 ORA recomend expenses for Account 774 are:

Recorded Years
Source Acct No. Description 1999 2000 2001 2002 2003

Workpapers 774|Operating-Misc - $ - $ - $ 3,529 785

Less: Move Toilet

Rebates to Acct 799 - - -

Less: Move AT&T Frame

Relay to Acct 799 - -

Office & Adm Supplies - - 760 -

Overnight Shipping - - - 30

Subtotal - 4,289 815
Annual Report 774|Customer-Misc. - - - 13,420 3,061

799|General Expense-Misc 155,301 143,029 110,496 174,700 149,082

Account Nunber 775: Custoner Accounts-Uncoll ectibles

4.35

ORA estimate for

Uncol | ecti bl es are | ower than

Cal - Am because ORA does not escal ate the recorded expenses
like Cal-Am ORA's nethod reflects

in this account
hi stori cal
4. 36

data resulting in a 0.0795% f act or,

act ual
ORA uses the average of five years of
Cal - Am uses an

experi ence.

wher eas,

recor ded

infl ated adjustnment average resulting in a 0.821% factor.

4. 37 The foll ow ng table shows ORA anal ysi s:
ORA

Uncollectible Uncollectible

Year Expense Revenue Percentagel
1999] $ 4309183 18,271,605 0.0236%
2000 23,464 19,176,242 0.1224%
2001 9,517 18,696,080 0.0509%
2002 25,126 20,636,706 0.1218%
2003 15,765 19,962,669 0.0790%
Subtotal 0.3976%
5 Yrs. Avg 0.0795%




Mai nt enance Expenses

4. 38
Suppl y- O her,

Pr oducti on Equi prent,

Tr eat nent - & her,
and Tanks,
and Di stribution-Services,

Met er s,

Transm ssion and Distri bution-Pl ant.

Transm ssion and Distribution-Hydrants,

t abl e bel ow

Punpi ng- St ruct ur es,

Mai nt enance Expenses section includes Source of

Punpi ng- Mai nt enance Power

Punpi ng- Punpi ng Equi prent

Transm ssion and Di stri bution-Mi ns,

Wat er
Transm ssion and Di stribution-Reservoirs

Transm SSi on

and

Cal - Am and ORA
estimates for Test Years 2005 and 2006 are shown in the

Transmn ssion and Di stri bution-

2005 2006
Acct No. Expenses Cal Am ORA Cal Am ORA

713|Source of Supply $ 3,129 | $ - $ 3,218 | $ -
730]|Pumping-Structures 148 148 152 152
731|Pumping-Maintenance 4,886 517 5,026 532
732|Pumping-Equipment 12,598 - 12,959 -
748|Water Treatment 328 328 357 339
760/ T&D-Reservoirs-Tank 47,895 36,384 49,265 21,644
761|T & D-Mains - - - -
763|T & D-Services - - - -
764|T & D-Meters - - - -
765|T&D-Hydrants - - - -
766|T&D-Plant - - - -

Combine 761-766 121,414 121,414 124,887 124,887

Total -Maintenance Exp| $ 190,398 | $ 158,791 | $ 195,864 | $ 147,554

2003.

4.39 ORA based its analysis on the expense nunbers
reported in Cal - Am Annual

Reports filed for

1999 t hrough

4.40 ORA made adjustnents to Cal - Amrecorded nunbers

shown in its work papers for certain Account Nunbers.

The

adj ustnments to each recorded Account Nunbers are detailed in

t he paragraphs bel ow.




Account Nunmber 713: Source of Supply-Q her

4.41 The purpose of the table belowis to show Cal -
Am recorded expenses for this account in its work paper and
how it differs with the reported nunbers as filed in Cal - Am
Annual Report as foll ows:

Recorded Years

Source Acct No. Description 1999 2000 2001 2002

2003

Materials & Supplies
Workpapers 713|Maintenance $ - $ - $ - $ 36,029 | $

5,409

Less: Adjust Security
Costs to Acct 799 - - - (29,749)

Maintenance of
Structures &
Improvements - - 4 -

Materials & Supplies
Maintenance - 30 626 -

Maint. Of Wells - - 2,307 -

Subtotal - 30 2937 6.280

5,409

Annual Report 713|Customer-Misc. - -

799|General Expense-Misc 155,301 143,029 110,496 174,700

149,082

4.42 ORA disallowed the Source of Supply-Q her
expense nunbers in 1999, 2000, 2001, 2002, and 2003 for the
foll owi ng two reasons:

* The Annual Report reported no expenses for Account 713
in those years as shown in the table above.

e Cal-Amfailed to show a conplete accounting trail in
using the nunbers as recorded in its application and
wor k paper.

4. 43 ORA recommend expenses for Account Nunmber 713
ar e:




Recorded Years

Source

Acct No.

Description

1999

2000

2001

2002

2003

Workpapers

713

Materials & Supplies
Maintenance

Less: Adjust Security
Costs to Acct 799

Maintenance of
Structures &
Improvements

Materials & Supplies
Maintenance

Maint. Of Wells

Subtotal

Annual Report

713

Customer-Misc.

799

General Expense-Misc

155,301

143,029

110,496

174,700

149.082

Account Nunmber 730: Punping-Structures & | nprovenents

Mai nt enance

4.44 ORA considers Cal-Amestimte for

Structures and | nprovenents Mintenance in 2005 and 2006

reasonabl e after

Account Nunber

731:

reviewi ng the data avail abl e.

Punpi ng- Mai nt enance of Power

Punpi ng-

Pr oducti on

Equi prment

4.45 ORA consider Cal-Amrevi sed estimte expenses

for

Punmpi ng- Mai nt enance of Power

Producti on Equi pnent to be

reasonabl e after review ng the data avail abl e.

requested $4,886 in 2005 and $5,026 in 2006. Cal - Am now

Cal - Am

revises its estimate to $517 in 2005 and $532 in 2006 based

on its data request

Account Nunber

response provided to ORA

732: Punpi ng- Equi pnent Mai nt enance

4.46 ORA uses Cal-Amrevised estimte expenses for

Punpi ng- Equi pnent Mai nt enance. Cal - Am requested $12,598 in

2005 and $12,959 in 2006. Cal-Amnow revises its estinate to

$0 (zero)
request

Account Nunber

in 2005 and $0 (zero)
response provided to ORA

in 2006 based on its data

748: Mai ntenance of Water Treatnent Equi pnent




4.47 ORA considers Cal-Amestinmate for Mintenance of
Wat er Treat nent Equi prent in 2005 and 2006 reasonable after
reviewi ng the data avail abl e.

Account Nunber 760: Transmi ssion & Distribution-Reservoirs &
Tanks

4.48 ORA consider Cal-Amrevised estinmte expenses
for Transm ssion and Distribution-Reservoirs and Tanks to be
reasonabl e after review ng the data avail able. Cal - Am
requested $47,895 in 2005 and $49, 265 in 2006. Cal - Am now
revises its estimate to $36,384 in 2005 and $21, 644 in 2006
based on its data request response provided to ORA

Transm ssion and Di stri bution-Pl ant Mi nt enance

4. 49 Cal - Am has consol i dated Account Nunbers 761
763, 764, 765, and 766 expenses into Transm ssion and
Di stribution-Pl ant Mi ntenance.

4. 50 ORA considers Cal-Amestimate for Transm ssion
and Distribution-Plant Miintenance in 2005 and 2006
reasonabl e after review ng the data avail abl e.

Adm ni strative and General Expenses

4.51 Adm ni strative and General Expenses section
i ncludes Ofice Supplies and O her Expenses, Property and
O her Insurance, Wirrker’s Conpensation, Injuries, and
Damages | nsurance, Enpl oyee Pension and Benefits, Regul atory
Expense, Qutside Services, Mscell aneous General Expenses,
General Plant, and Rents. Cal-Am and ORA estinmates for Test
Years 2005 and 2006 are shown in the table bel ow
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2005 2006
Acct No. Expenses Cal Am ORA Cal Am ORA
Office Supplies & Other
792|Expenses $ 38351 % 3835(% 39451 % 3,945
Property & Other
793|Insurance 813 813 836 836
Workers Comp., Injuries
794|& Damanges (5,425) (5,425) (5,580) (5,580)
Employees Pension and
795|Benefits 438,573 437,907 437,931 437,250
797[Regulatory Expense 69,907 64,030 69,907 63,202
798|Outside Services 7,756 7,756 7,978 7,978
799[Misc. General Expenses 203,138 200,998 208,948 206,403
805|General Plant 5,539 5,539 5,697 5,697
811|Rents 254,567 254,567 261,848 261,848
Total -Adminstrative &
General Expenses 978,704 970,020 991,511 981,579

4.52

2003.

4.53
shown in its work papers for certain Account Nunbers.

Reports filed for

ORA based its analysis on the expense nunbers

reported in Cal - Am Annual 1999 t hrough

ORA nmade adjustnents to Cal - Amrecorded nunbers
The

adj ustnments to each recorded Account Nunbers are detailed in

t he paragraphs bel ow.

Account Nunber

792. O fice Supplies and O her

Expenses

4.54

after review ng the data avail abl e.

Account Nunber

793: Property |nsurance

4.55

ORA considers Cal-Amestimte for

ORA considers Cal-Amestimate for Ofice

Supplies and O her Expenses in 2005 and 2006 reasonabl e

Property

| nsurance expense in 2005 and 2006 reasonabl e after

reviewi ng the data avail abl e.
addressed in Cal - Am Gener al

Account Nunmber 794: Workers Conpensation and Injuries

Ofice filing.

Thi s account was al so

and Damages




4. 56 ORA considers Cal-Amestimate for Wrkers
Conmpensation and I njuries and Damages | nsurance expense in
2005 and 2006 reasonable after review ng the data avail abl e.
Thi s account was al so addressed in Cal -Am CGeneral Ofice
filing.

Account Nunber 795: Enpl oyee Pension and Benefits

4. 57 4.43 ORA consi der Cal-Amrevised estimte
expenses for Enpl oyee Pension and Benefits to be reasonable
after review ng the data avail able. Cal-Amrequested
$438,573 in 2005 and $437,931 in 2006. Cal - Am now revi ses
its estimate to $437,907 in 2005 and $437, 250 in 2006.

Account Nunber 797: Reqgul atory Comm ssi on Expense

4.58 Thi s account contains an anortization of
Ceneral Rate Case and anortization of the Conprehensive
Pl anni ng Study expenses. The full cost are allocated to the
Coronado, Village, Sacramento, and Larkfield districts.

4.59 The Conprehensive Pl anning Study expense wil |
be fully anortized in Decenber 2005. ORA agrees with Cal - Am
t hat $828 expense for 2005 and $0 (zero) for 2006 to be
reasonabl e.

4. 60 The CGeneral Rate Case Expense Sunmary page in
t he work paper under Conpany Personnel (Service Conpany)
requested $162,243. Cal-Am made an error in its workpaper
for this expense. The supporting cal culation for Service
Conmpany shows $81, 623. ORA has nade this adjustnent to
Conpany Personnel for $81, 623.

4.61 Legal and Conpany Personnel estimated costs
have four public nmeetings schedul ed. Coronado District wll
not be holding a public neeting. ORA has adjusted the
estimated cost to reflect three public neetings for Legal
and Conpany Personnel expense.

- 21 -



4.62 As a result to the above adjustnent, ORA
recommends $64,030 in test year 2005 and $63, 202 in 2006,
whereas Cal - Am request ed $69, 907 each for 2005 and 2006.
ORA' s adjustnent is based on the above Regul atory Comm ssi on
Expense paragraphs.

Account Nunber 798: Qutside Services

4. 63 ORA considers Cal -Am estimte for CQutside
Servi ces expense in 2005 and 2006 reasonabl e after review ng
t he data avail abl e.

Account Nunmber 799: M scel | aneous General Expenses

4. 64 Thi s account includes various Transportation
expenses, M scel | aneous Expense Operation for Admnistrative
and General expenses, |Inventory expenses, various
Conservati on expenses, Condemnati on expenses, various
Enpl oyee expenses, Mai ntenances expenses, Miiling costs,
Security Service expense, various Conmunication expenses,
and Trash expenses.

4. 65 ORA di sal | owed Security Cost expense of $5, 840
in 2001 fromthe work papers. Cal-Amstated that the anount
is this account was noved from Account 743. However, Cal -
Am s annual report showed no expenses in Account 743 expense
inits Annual Report. There was no nunber recorded to be
noved.

4. 66 Cal - Am request ed $3,400 for Security Cost in
2005 and $3,497 for 2006. ORA reconmend $2, 150 for Security
Cost in 2005 and $2,197 in 2006 based on the disall owance
above paragraph.

4. 67 ORA considers Cal-Amestimate for the other
expenses in the M scel |l aneous CGeneral Expenses account in
2005 and 2006 reasonable after review ng the data avail abl e.

4.68 As a result of adjustnent nmade in this account,

- 22 -



ORA recomend $200, 998 for M scel | aneous General Expenses in
2005 and $206, 403 in 2006, whereas Cal - Amrequested $203, 138
for M scell aneous General Expenses in 2005 and $208,948 in
2006.

Account Nunber 805: Mai ntenance of General Pl ant

4. 69 ORA considers Cal-Am estinmate for Mintenance
of General Plant expense in 2005 and 2006 reasonable after
reviewi ng the data avail abl e.

Account Nunmber 811: Adnministrative & General Rents

4.70 ORA considers Cal-Amestinate for
Adm ni strative and CGeneral Rents expense in 2005 and 2006
reasonabl e after review ng the data avail abl e.

Ceneral Ofice Allocation Expenses

4.71 CGeneral O fice Allocation Expense section was
addressed in the Cal-Am Monterey Division General Ofice
filing and the expenses of General Ofice to be allocated
wer e aut horized by Decision No. 03-06-043. Cal-Am and ORA
estimates for Test Years 2005 and 2006 are shown in the
t abl e bel ow

2005 2006

Cal Am

ORA

Cal Am

ORA

General Office Allocation Expense

$

1,799,894

$

1,799,894

$

1,856,570

$

1,856,570
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RWE Expense Savi ngs

4.72 RWE Expense Savi ngs section was addressed and

t he nethod of tracking short termand | ong term economc
benefits to Ratepayers were authorized by Decision 02-12-

068. Cal -Am and ORA estimates for Test Years 2005 and 2006

are shown in the tabl e bel ow

2005

2006

Cal Am

ORA

Cal Am

ORA

RWE Expense Savings

$

(41,522) $

(41,522)

3$

(102,348)| $

(102,348)
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CHAPTER 5
PLANT

5.1 This chapter sets forth the anal yses and
recommendati ons of ORA regarding plant. Tables J-1 and J-2
show ORA's and Cal -Anmi s estimates of plant for the Test
Years 2005 and 2006. ORA conducted inspections of Cal-Ans
system reviewed its application, and annual reports filed
with the Comm ssion to forma basis nmaking its estimates.
ORA estimates of average Plant are $57,938,000 for Test Year
2005 and $59, 588,500 for 2006, whereas Cal - Amrequested
$58, 367,200 in Test Year 2005 and $59, 998,500 in 2006. The
following is a discussion of ORA findings and basis for its
reconmmendati ons.

Dos Vi entos Ranch Reservoir

5.2 Cal - Am requests $1, 294,000 for a reservoir and
punp station in the Dos Vientos Ranch conmunity. ORA has
di scovered that this project is conpleted and the full cost
was contributed by the developer. |In its accounting for the
proj ect, however, Cal-Amfailed to show $150, 000 of the
amount received in Contributions. ORA s nakes this
correction in its analysis.

Main in Las Posas System

5.3 Cal - Am proposes to replace a 12-inch nmain al ong
Price Road serving its Las Posas tanks at a cost of
$1, 350, 100. The nmin appears to be in an area where the
ground is subject to gradual erosion and slippage
necessitating repairs averaging two tines per year. ORA
believes that this project is not economcally justified at
this time. The cost that ratepayers would bear to
conpensate Cal-Amfor its investnent would be approxi mately
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$200, 000 per year. Based on Cal-Anm s expense records, ORA
estimates that repairs would total no nore than $24, 000 per
year. For this reason, this project should not be

aut hori zed.

El Dorado Turnout Pressure Regul ating Val ve

5.4 Cal - Am has requested installation of the E
Dorado Turnout Pressure Regul ating Valve at a cost of
$150,000. Cal-Am s basis for this installation was to
satisfy Ventura County Fire Departnent's fire flow
requi renents, to reduce operation and mai nt enance expense,
and to reduce purchased-water |lowflow penalties. Cal-Am
subsequent|ly responded to ORA, however, that fire fl ow does
not need to be increased because it neets the standards that
exi sted when the mains were first installed. Cal-Amalso
responded that the project would not result in any
significant savings in expense, or would it result in any
reduced penalties. Wth the revised information, ORA
recommends that the Conmm ssion withhold any authorization
for this project.

Additions to Plant in Test Year 2006

5.5 Cal-Amfailed to request any funds for
additions to Plant for Test Year 2006. Cal-Amresponds that
it needs $2,567,000 in additions to Plant for which ORA
concurs in the need but recommends that Cal - Am shoul d be
authorized only the ratebase it requested inits
appl i cation.

5.6 To maintain the ratebase at the | evel Cal-Am
requested, ORA recomends accounting these additions in
Pl ant and including the same anount in Contributions.
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CHAPTER 6
DEPRECI ATI ON

6.1 Tables A-1 and A-2 show ORA's and Cal - An s
estimates of Depreciation and Tables K-1 and K-2 show t he
wei ght ed- average Accunul ated Depreciation and Anorti zation
for Test Years 2005 and 2006. The differences in ORA's and
Cal -Ams estinmates of depreciation are due to the
differences in net plant additions, which are discussed in
Chapter 5, Plant.

6.2 ORA recomrends Depreci ati on expense of
$1,282,700 in Test Year 2005 and $1, 294,200 in Test Year
2006, whereas Cal-Am s estimtes are $1, 295,200 and
$1, 317,500 for 2005 and 2006.
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CHAPTER 7
RATEBASE

7.1 Tables L-1 and L-2 conpare ORA's and Cal -Am s
estimates of Ratebase. ORA' s estinmates are $20, 213,100 for
Test Year 2005 and $19, 824,400 for Test Year 2006, whereas
Cal - Am esti mates are $20, 995, 700 for Test Year 2005 and
$20, 910, 700 for Test Year 2006. The differences are due to
different estinmates of Plant, Depreciation, Contributions,
and Working Cash. Additions to Plant and Depreciation are
di scussed in Chapters 5 and 6.

Wor ki ng Cash

7.2 Cal -Amis estimate for working cash in Test Year
2005 is $732,100 and $603,500 in 2006, whereas ORA's
estimate is $480,300 in 2005 and $530,600 in 2006. The
differences are attributable to the cal cul ation of |ead-Iag
days for: 1) Purchased Power, 2) Federal and State |Incone
Taxes, 3) Ad Val orem Taxes, 4) PUC Surcharge, 5) Custoner
Deposits, and 6) Anortization of Deferred Taxes.

Pur chased Power

7.3 In calculating the days of lead and | ag, Cal-Am
made an error by not including the purchases fromCty of
Pasadena. ORA corrects this error.

Federal and State | nconme Tax

7.4 ORA corrected an error Cal-Ammade in the
nunber of days between paynent quarters and paynent dates.

Ad Val orum Taxes

7.5 Cal - Am nakes the property tax paynents on March
19'" rather than paying it on or closer to the nmandatory
date of April 10'". ORA has given Cal - Am one week period to
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make such paynments and nmade the due adjustnents in the |ead
| ag study.

PUC Sur char ge

7.6 Cal - Am assuned that its PUC Surcharge
coll ections woul d be deposited April 15, whereas the
remttance were received on April 19, 2004. ORA assunes
this pattern will prevail for the Test Year, also.

Cust oner Deposits

7.7 Cal - Am refunds the custoner deposits after
custoners have established credit with the utility. ORA has
recogni zed that the advance paynent by the custoners is a
reduction in the Operational Wrking Cash requirenents.

Anmortization of Deferred Taxes

7.8 Cal - Am cal cul ates the anobunt for Anortization
of Deferred Tax for both the test years as zero. ORA
cal cul ates $-131,800 for 2005 and $-144,700 for 2006. These
shoul d be negative nunber because Cal - Am custoners fund this
expense through ACRS/ MACRS (Modified Accel erated Cost
Recovery System, before Cal-Ampays this tax. ORA's
estimates also differ fromCal-AmMs due to its differing
estimates of Ratebase.
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CHAPTER 8
M SCELLANEQUS

8.1 A Notice of Increased Rates was published in
Thousand Cak area newspapers on April 13 and 22. Notices
were directly mailed to the conpany's custoners on May 14,
2004.

Custoner Service and Protests

8.2 ORA, through the Comm ssion Public Advisor’s
O fice, has received no protest to the proposed increase in
rates and addressing various related cost issues such as
menor andum accounts, service, conpensation, water quality,
and managenent of the water system

8.3 The Consumer Services Division has received
ei ght informal conplaints involving rates, billing,
installation, service, mscellaneous, and non-regul at ed
i ssues for the period January 1999, to Decenber 2003.

8.4 ORA contacted the Departnment of Health Services
whi ch advi sed that the overall operation and condition of
Cal-Amis facilities and water quality are satisfactory and
that there are no conpliance orders or other matters that
require correction.

Wat er Managenent Program

8.5 As a part of its application, Cal-Amsubmtted
a Water Managenent Plan as required by D. 90-08-055. It
descri bes the conservation, |andscaping, and education
measures in which Cal-Amis participating to make certain
that its supply will remain secure for the foreseeabl e
future. The program appears reasonable to ORA

MIBE Litigation

8.6 Cal-Aminforned the Comm ssion that it filed a
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lawsuit in the Monterey County Superior Court on

Sept enber 30, 2003, and filed a First Anmended Conpl ai nt on
Novenber 14, 2003, nam ng as defendants 17 major oil and
chem cal conpani es that manufacture MIBE, refine gasoline
cont ai ni ng MIBE, and/or supply gasoline containing MBE to
retail gasoline stations in the vicinity of certain of Cal-
Am s drinking water production wells |ocated throughout
California, including in the Southern Division.

8.7 In its response to ORA's data request, Cal-Am
indicated that investigation is progressing and as of yet,
it has not identified any sites of current, threatened, or
potential MIBE contami nation in the Coronado Service area.

8.8 ORA recommends that any settl enent obtained as
aresult of this litigation should be tracked in the current
contam nati on nenorandum account and shoul d be passed on to
benefit the ratepayers.
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CHAPTER 9
DESI GN OF RATES

9.1 This chapter sets forth the reconmendati ons of
ORA regarding design of rates. In D.86-05-064, the
Comm ssion issued its Water Rate Design Policy and addressed
the foll ow ng aspects of rate design

» Service charges as a percentage of fixed costs

* Nunber of commodity bl ocks

* Phasing out lifeline rates

» Seasonal rates, and

e Conservation in rates.

9.2 The policy requires that service charges be set
to recover up to 50% of fixed costs. The recovery of up to
50% of fixed cost should be done if possible wthout
burdeni ng any class of custonmers with an increase
significantly nore than the average overall increase.

9.3 Cal -Anis application in its proposed rate
schedul es follows the Comm ssion's policies and no change in
design i s needed.

Billing for Franchi se Fees

9.4 Cal - Am requests authority to separately show as
a surcharge on custoners' bills an anmount for the franchise
tax levied on custoners in the cities it serves. Currently,
Ventura County and City of Thousand Oaks, collect a
franchise tax from Cal - Am equal to 2% of the revenue from
the custonmers in the city. The anmount is not separately
stated on custoners' bills, but is included in general
rates.

9.5 As one of the Special Rate Request, Cal-Amis
requesting that these franchi se fees and any ot hers that
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m ght be inposed on Cal-Amin the future, be elimnated from
general rates and instead shown as a separate item and
accounted for separately. This would be acconplished by
Cal-Amfiling revised tariffs to show a special condition
calling for a surcharge.

9.6 ORA bel i eves such additional admnistrative
effort on the part of Cal-Am and the Comm ssion staff would
serve no useful purpose and would add clutter to custoners
bills. Specifically, the Conmm ssion has consi dered such
matters and issued D. 89-05-063 that establishes the policy
for the treatnment of taxes and fees inposed by | ocal
governments on regulated utilities.

9.7 The Comm ssion's policy has two guidelines for
utilities subject to special assessnments. One of which is
that "if the special taxes or fees inposed by a locality
tend to total about the sane |evel as those inposed by other
|ocalities in the service territory, the assessnent should
be included in base rate.”

9.8 As Cal -Am states, both Cty of Thousand QCaks
and Ventura County are collecting 2% each of the net
revenues of Cal-Ams custonmers living in the jurisdictional
boundary of the entity assessing the fee. |If franchise fees
are to be assessed by other entities in the future, Cal-Am
believes it would likely be simlar to that assessed by City
of Thousand Gaks or Ventura County.

9.9 As such, Cal-Am should include both of these
franchise taxes in its basic rates in conformance with the
Comm ssion's policy. ORA recomends, therefore, that this
request be deni ed.
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| ncrease After-Hour Reconnection Charge

9.10 Cal -Am requests that it be authorized to
increase its after-hour reconnection charge from $15 to $50
in order to recover nore of its actual costs and be of
sufficient magnitude to discourage custonmers fromletting
their service be termnated for non-paynent.

9.11 The after-hour reconnection charge is specified
in Cal-Ams Tariff Rule 11.C 1 and has not been changed
since 1973. The after-hour reconnection charge applies to
custoners who request re-establish service after nornal
busi ness hours when their service has been term nated for
non- paynent .

9.12 The present charge of $15 fails to cover Cal-
Ami s estimated expense of approximtely $70 for overtinme and
ot her expenses required to carry out such reconnecti ons.

9.13 ORA agrees that this increase to $50 appears to
be justified on the basis of actual expenses. ORA further
has estimated the additional revenue from such charges in
Chapter 3, Qperating Revenues.

Rat e Assi stance for Low | ncone Custoners

9.14 I n Conmmi ssion Decision No. 02-12-067, Cal-Am
was ordered to work with the Conm ssion to establish a
conpany-w de | owincone program and to, for five years,
fund a portion of the programw th $50, 000 of sharehol der
f unds.

9.15 Cal - Am proposes to provide assistance to its
direct custoners as well as non-custoner water users! Cal-
Amis | owincone rate proposal, included in this application,

! Cal -Am defines water users as those in its service territory that are
the end users of the water, including | owincome households residing in
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adopts the sanme inconme eligibility guidelines as the energy
CARE progrant. For eligible direct nmetered custoners, the
conpany proposes to waive the service charge portion of its
billing up to $10.00 per nonth (whichever is |ower).
Qualified direct flat rate custoners (primarily residing in
t he Sacranmento Division) would receive wai ver of one-half
the monthly charge or a reduction in billing of $10.00 per
nmont h; whi chever is greater.

9.16 Cal - Am proposes to provide assistance to | ow
i ncome non-custoner water users who receive service through
either an individual meter or a master neter but do not
receive or pay a bill for water service. It is presuned
that paynent for water service is included in rent paynents
to the landlord who is the conmpany’s custoner of record.
Cal - Am proposes to provide the non-custoner water user with
assistance in the formof a reduction in rent.

9.17 To acconplish this, Cal-Am proposes to provide
t he non-custoner water user with a coupon equivalent to the
| ower of the nonthly service charge paid by a 5/8 inch
netered Cal - Am custoner in the district, or $10.00 per nonth
whi chever is lower. In order to enroll in the program the
tenant will be required to subnmit to the conpany, a
certified witten agreenent signed by the landlord stating
that the tenant’s rent will be reduced by the amount of the
wat er coupon. The landlord could then remt the water
coupon to Cal -Am for paynent of the charges associated with
the master neter.

9.18 In addition to the | owincome assistance
program Cal - Am proposes nmandatory conservation kits be
installed at Cal-Anis expense. The conpany al so proposes a

rental property served through a nmaster neter.
2 CARE income guideline is 175% of the federal poverty guideline.
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rebate programallowing up to $100 dollars for repl acenent
of each high water use fixture or appliance.

Staff Anal yses and Reconmendati on

9.19 ORA opposes Cal -Am s | owi ncome program as
described in this application. The program proposed by Cal -
Amis overly conplex and would |ikely prove burdensone to
t he company’ s ratepayers.

9.20 The programis overly conpl ex because it
requires the utility to take on the additional tasks of;
identifying all qualified non-custonmer water users,
verifying the validity of signed | andlord and tenant
agreenents, distributing and tracking the assistance coupons
to the non-custoner, and ensuring whether the prom sed
decrease in rent, in exchange for the | owinconme water
coupon, is actually passed on to the tenants.

9.21 The additional costs to inplenment and nmanage a
| owi ncome programthat includes assistance of up to $10.00
per nmonth per non-custoner water user could dramatically
increase the total cost of the program Presently, the
nunber of potential qualified non-custonmer water users is
unknown. It is possible that the qualified non-custoner
wat er users may outnunber the qualified customers.

9.22 Since the programw || be supported by
increased rates to the conpany’ s ratepayers who exceed the
incone eligibility limts, it is inportant that the costs be
reasonabl e and not over-burden ratepayers.

9. 23 Cal-Amis application is deficient in that it
includes no estimate of the costs associated with its
proposal, to provide assistance to either its own custoners
or non-custonmer water users. Oher than econom c
denogr aphi cs obtained fromthe 2000 Census, Cal-Amfailed to
provi de sufficient information to support either the need
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for program or the nunber of custoners and non-custoner
wat er users who would |ikely benefit from such a program

9. 24 In Cctober 31, 2003, ORA prepared a report on
the status of | owinconme prograns for water service
entitled, “Prograns for Low I ncone Water Custoners”.
Attached to this report is a copy of ORA's Cctober 31%
report. Inits report, ORA exam ned the |owincone
proposal s submtted by Class A water utilities. As part of
its report, ORA proposed a sinple standardi zed programt hat
could be easily inplenented and provi de an adequat e anount
of relief to |owinconme water custoners. |In response to
Cal - Anis program described in this application, ORA
recomend its alternative programto provi de assistance to
Cal - Ami s | owi ncome custoners.

9. 25 In Cal -Am s nost recent GRC, A 03-07-036, ORA
proposed a program of assistance that would provide a 15%
di scount for qualified | owincome custoners directly served
by the conpany, as well as, water users served via a sub-
metered system Households residing in nobile hone parks or
mul ti-famly conpl exes, receiving water via a sub-neter, are
typically billed by their landlord (the utility's master-
met er custoner) according to the utility’s approved tariff.
Extending a |l owincone programto these users is consistent
with the provisions of the CARE program al ready established
for energy service. In A 03-07-036, ORA and Cal - Am reached
a settlenent agreenment to inplenment ORA s proposal.?

9. 26 In this proceedi ng, ORA recommend that Cal-Am
adopt the sane percentage di scount program as agreed to in
A. 03-07-036.

9. 27 ORA' s proposal is consistent with the CARE
program and can be easily inplenented by the utility and

3 Afinal decision in A 03-07-036 has not yet been rendered.
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woul d be easily understood by consuners already famliar
with CARE. Wiile a 15% di scount provi des an adequate
reduction to the total amount billed, the anmount is not so
hi gh as to encourage excessive water consunption

9.28 The inclusion of househol ds residing in housing
such as apartnents, served via a nmaster neter where their
i ndi vidual use is not sub-netered, presents many conpl ex
i ssues and unanswered questions, including;

e The inability to determ ne the appropriate di scount
or assi stance since tenants’ water use i s not
met er ed,

* Is it be fair to provide the sane assistance to al
tenants regardl ess of their actual use?

* Should the assistance be delivered directly to the
tenant or to the master neter custoner?

9.29 The additional conservation nmeasures and
appl i ance rebate program proposed by Cal - Am are not
necessary as part of the |lowinconme program There is no
evi dence to suggest that water consunption will
significantly increase in conjunction with providing
assistance to | owinconme custoners. The conpany has filed a
wat er managenent plan that includes proposals simlar to
t hose included as part of the | owinconme proposal.

9. 30 ORA recommends that the revenue shortfal
associated with the | owinconme programbe recorded in a
menor andum account. O her expenses associated with the
program shoul d be recorded in the conpany’ s appropriate
expense accounts.

9.31 According to D.02-12-068, Cal-Amis required to
al | ocate $50, 000 per year for five years to the
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i npl emrentation of | owincome prograns in its service
territories in California.* Therefore, a portion of the
costs associated with this programw || be covered by these
al l ocated funds and are not recoverable fromratepayers.
After a period when recoverable costs of the program are
known, Cal - Am can request recovery through an adjustnment in
rates.

4 Decision (D) 02-12-068, to transfer control of California-Anerican
Wat er Conpany (under the parent conpany American Water Wbrks Conpany) to
RWE Akti engesel |l schaft.



CHAPTER 10
ATTRI TI ON

10.1 An al | owance i s needed when increases in
revenue and productivity are insufficient to offset
i ncreases in expenses (including the effect of cost of
capital), thereby causing a decline in the rate of return.
Since the Comm ssion expects water utilities to file for an
i ncrease no nore frequently than once every three years, an
al l owance to conpensate for a possible shortfall in revenue
in the years following the | ast test year nay be necessary.

10. 2 The al | owance consists of two parts:
operational and financial. Operational attrition is the
result of changes in rate of return due to changes in
revenues, expenses, and ratebase at proposed rates between
the first and second Test Year. Financial attrition occurs
when there is a change in the utility’s cost of capital
bet ween Test Years. The total attrition is the sum of
operational and financial attrition.

10. 3 The difference in ORA's and Cal -Ani s estimates
for Attrition Year 2007 is due to their different estimates
of revenues, expenses, ratebase, and rate of return.
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